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Southwest Gas Corporation (Southwest Gas) hereby submits to the Arizona Corporation 
Commission (Commission) an original and thirteen (13) copies of its Application for Approval 
of Energy Efficiency Enabling Provision Rate Adjustment. This Application requests 
approval to adjust the previously approved rate related to Southwest Gas' revenue 
decoupling mechanism, the Energy Efficiency Enabling Provision, to reflect 201 4 activity. 
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BEFORE THE ARIZONA CORPORATION COMMISSION 

COM M lSSl ON ERS 

SUSAN BITTER SMITH - Chairman 
BOB STUMP 
BOB BURNS 
DOUG LITTLE 
TOM FORESE 

In the Matter of the Application of 
Southwest Gas Corporation for the 
Establishment of Just and Reasonable 
Rates and Charges Designed to Realize a 
Reasonable Rate of Return on the Fair 
Value of the Properties of Southwest Gas 
Corporation Devoted to its Arizona 
Operations; Approval of Deferred 
Accounting Orders; and for Approval of an 
Energy Efficiency and Renewable Energy 
Resource Technology Portfolio 
Implementation Plan. 

Docket No.: G-01551A-10-0458 

APPLICATION FOR APPROVAL OF ENERGY EFFICIENCY 
ENABLING PROVISION RATE ADJUSTMENT 

Introduction 

1. Southwest Gas Corporation (“Southwest Gas” or “Company”) hereby 

submits its application to the Arizona Corporation Commission (“Commission”) 

respectfully requesting approval to adjust the previously approved rate related to the 

Company’s revenue decoupling mechanism, the Energy Efficiency Enabling Provision 

(“EEP”), to reflect 2014 activity. 

2. Southwest Gas is a corporation in good standing under the laws of the 

state of Arizona, and is duly organized, validly existing, and qualified to transact 

intrastate business. 



3. Southwest Gas’ corporate offices are located at 5241 Spring Mountain 

Road, Las Vegas, Nevada 89193-8510. Communications regarding this filing should 

be addressed to: 

Jason S. Wilcock, Esq. 
Associate General Counsel 
Southwest Gas Corporation 
P.O. Box 98510 
Las Vegas, Nevada 891 93-851 0 
Telephone No. (702) 364-3227 
Email: jason.wilcock@swnas.com 

Matthew Derr 
Regulatory Manager, Arizona 
Southwest Gas Corporation 
1600 E. Northern Avenue 
Phoenix, Arizona 85020 
Telephone No. (602) 395-4058 
Em ail : matt .d err@ swg a s . co m 

4. Southwest Gas is a public utility subject to the jurisdiction of the 

Commission pursuant to Article XV of the Arizona Constitution and the applicable 

chapters of Title 40 of the Arizona Revised Statutes (“A.R.S.”). Southwest Gas 

currently serves approximately 1.9 million customers in the states of Arizona, 

California, and Nevada. Approximately 54 percent of the Company’s customers are 

located in the state of Arizona, including portions of Cochise, Gila, Graham, Greenlee, 

La Paz, Maricopa, Mohave, Pima, Pinal, and Yuma counties. For operational 

purposes, Southwest Gas’ Central Arizona division is headquartered in Phoenix and 

its Southern Arizona division is headquartered in Tucson. 

Background 

5. The Commission authorized Southwest Gas to implement full revenue 

decoupling as part of its 2010 general rate case. The decoupling mechanism, which is 

referred to by Southwest Gas as the EEP, has two components: 1) a monthly weather 

component that provides “real-time” bill adjustments when actual weather during the 

winter months differs from the average weather used to calculate rates; and 2) a non- 

weather component that adjusts rates on an annual basis to reflect any differences 

between the Company’s authorized revenues per customer and its actual revenues 

per customer, thereby protecting customers and ensuring that the Company recovers 
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only its Commission-authorized revenue per customer - no more, no less. It is the 

second component of the EEP that is the subject of this filing. 

6. As part of the approval of the EEP, Southwest Gas agreed to file a report 

with the Commission in April of each year to provide various details on the EEP’s 

performance.’ The Company’s Revenue Decoupling Report (“Report”), covering the 

period from January 1, 2014 through December 31, 2014, is attached hereto as 

Exhibit 1. 

7. Upon its review of the Company’s last filed report in 2014 (covering the 

period from January 1, 2013 through December 31,2013), the Commission concluded 

“the revenue decoupling mechanism has accomplished its objectives, including both 

enhanced revenue stability for the Company and bill stabilization for consumers, as 

well as removal of disincentives to energy efficiencyIJJ2 and the Commission 

unanimously approved the Company’s 2014 application. As detailed in the 

accompanying Report, the mechanism continues to perform as intended, and the 

Company’s Arizona customers continue to recognize many EEP-related benefits, 

including, but not limited to, bill stability and a mechanism that financially protects both 

the customers and the Company by ensuring that the Company only retains the 

margin per customer authorized by the Commission. 

Request to Adjust EEP Rate 

8. Southwest Gas hereby requests approval to adjust its EEP rate based 

upon its EEP Balancing Account balance at December 31, 2014, which balance is the 

aggregate of the EEP Balancing Account balance at December 31, 2013 and the 

results for the period January 1,2014 through December 31,2014. 

9. In 2014, the Company collected more than its authorized revenues, 

resulting in accruals during 2014 of $1 1,999,805. These accruals combined with an 

EEP Balancing Account credit balance at December 31 , 2013, results in the Company 

Sett lement  Agreement  at § 3.23. I 

* Decision No. 74862 at pp. 7-9. 
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requesting to increase the existing credit rate of $(0.02626) to $(0.05058) per therm. 

The Company’s surcredit calculations are attached hereto as Exhibit 2. 

I O .  The Company respectfully requests that the Commission approve the 

updated EEP rate at its earliest convenience, such that the credit can be implemented 

by September 1,2015, or as soon as otherwise practicable. 

11. Although not at issue in the instant Application (because of the surcredit 

to customers), Southwest Gas agreed to submit an annual earnings test as part of the 

annual re vie^.^ As illustrated in the results of the Company’s 2014 earnings test, 

notwithstanding the Company’s recovery of its authorized level of revenue per 

customer through the EEP, it is still not earning its Commission authorized return 

[primarily due to the continuing upward pressure on the costs of providing safe and 

reliable natural gas service to customers). A copy of the earnings test is attached 

hereto as Exhibit 3. 

Conclusion 

12. Based upon the foregoing, Southwest Gas respectfully requests that the 

Commission adjust the EEP rate as set forth herein, with an effective date of 

September 1, 2015, or as soon as otherwise practicable. 

Respectfully submitted this 30th day of April 2015. 

SOUTHWEST GAS CORPORATION 

Jason ilcock / 
A r i z o h  Bar u 8 8 5 6  
5241 Spring Mountain Road 
Las Vegas, NV 891 50-0002 

jason.wilcock@swgas.com 
(702) 364-3227 

Attorney for Southwest Gas Corporation 

’ Settlement Agreement at 55 3.25-3.27 
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EXHIBIT 1 
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Revenue Decoupling Report 

Reporting Period: 

January I, 2014 - December 31,2014 



1. INTRODUCTION 

Southwest Gas Corporation (Southwest Gas or Company) hereby submits to the Arizona 

Corporation Commission (Commission) its annual Revenue Decoupling Report (Report). 

Pursuant to the Settlement Agreement in Southwest Gas’ 2010 General Rate Case, which was 

approved by the Commission in Decision No. 72723 (Decision), the Company agreed to report 

annually on the effects of its revenue decoupling mechanism, the Energy Efficiency Enabling 

Provision (EEP). 

Southwest Gas’ Report covers the period from January 1 through December 31, 2014, 

and demonstrates that the EEP continues to perform as designed and benefitted customers by 

stabilizing their monthly bills and ensuring the Company only recovered its authorized revenue. 

The EEP continues to perform precisely as the Settlement Parties’ intended during 2014. As 

the Commission noted in its unanimous Decision No. 74862 issued in December 2014, “the 

revenue decoupling mechanism has accomplished its objectives, including both enhanced 

revenue stability for the Company and bill stabilization for consumers, as well as removal of 

disincentives to energy efficiency”. * Southwest Gas respectfully submits that the performance 

of the EEP during this reporting is consistent with prior reporting periods and nothing during this 

reporting period should cause the Commission to reach a different conclusion this year. 

In the short term, Arizona customers continue to recognize many beneifts of the EEP, 

including but not limited to bill stability and a mechanism that financially protects both the 

customers and the Company by ensuring the Company only retains the margin per customer 

authorized by the Commission. Longer term, customers will also benefit through lower debt 

costs in the Company’s next rate case. 

In addition to the Company, “Settlement Parties” includes the Arizona Corporation Commission Utilities 
Division Staff (“Staff), the Southwest Energy Efficiency Project (“SWEEP”), the Arizona Investment 
Council (“AIC”), the Natural Resources Defense Council (“NRDC”), and Cynthia Zwick. 
* Decision No. 74862 at pp. 7-9. 
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I I .  DECOUPLING OVERVIEW 

Decoupling (also commonly referred to as “revenue decoupling”, “full revenue 

decoupling”, and “revenue per-customer decoupling”), at its highest level, is a rate design 

methodology that separates a utility’s fixed cost recovery from its sales3 Decoupled utilities 

collect revenues according to a predetermined revenue requirement or revenue per customer 

established by the governing regulatory body, and utilize an automatic rate adjustment 

mechanism to periodically reflect the difference between the predetermined revenues and 

actual revenues4 Therefore, unlike more traditional ratemaking, which links a utility’s fixed 

cost recovery to their sales volumes, decoupling allows utilities to recover their Commission- 

approved fixed costs irrespective of the volumes sold.5 The prevalence of decoupled and 

other non-volumetric rate designs continues to increase in the United States. As noted in 

Appendix A, as of February 2015 gas decoupling is found in 23 states and 54 utilities6 

There are also multiple states with other similar types of mechanisms in place that remove the 

connection between fixed cost recovery and sales. 

Decoupling also differs from other rate adjustment mechanisms that are sometimes 

categorized as “partial decoupling”, such as Lost Fixed Cost Recovery (LFCR) mechanisms 

(also referred to as “net lost revenue recovery”, “lost revenue adjustments”, and “conservation 

or load management adjustment clauses”). LFCR mechanisms adjust rates for revenue 

changes (i.e., losses) that result from conservation and energy efficiency programs and only 

result in upward adjustments to rates. Conversely, full revenue decoupling adjusts rates for 

any difference, upward or downward, between authorized and actual revenues, regardless of 

the cause. Moreover, full revenue decoupling refunds customers for any over-collections, 

thus completely eliminating the link between sales and revenues. 

Decoupling for Electric & Gas Utilities: Frequently Asked Questions, National Association of Regulatory 

Id. 
Id. at pg. 4. 
American Gas Association, Innovative Rates presentation, February 201 5. 

Utility Commissioners (NARUC), Grants & Research Department (Sept. 2007), at p.2. 
4 

5 
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111. SOUTHWEST GAS’ EEP MECHANISM 

As noted in the Decision, Southwest Gas had been unable to earn its Commission- 

authorized rate of return for at least 15 years, primarily because of a continuing trend of 

declining usage per customer and a dependence on maintaining or increasing throughput to 

recover its fixed costs. The Commission acknowledged that without recourse, the Company’s 

financial profile could deteriorate, thereby making it more difficult for the Company to finance 

debt at reasonable rates, and ultimately lead to higher customer rates.’ Historically, the 

Company’s declining usage was addressed by traditional approaches, such as increased basic 

service charges and declining block rate structures; however, these approaches were never 

completely successful in removing the detrimental financial impacts of declining usage. 

In its 2010 rate case, Southwest Gas, in cooperation with the other Settlement Parties, 

developed a decoupling mechanism that was supported by Staff and ultimately approved by the 

Commission. The resulting EEP mechanism has two components: 1) a weather component, 

which stabilizes customer bills by providing a “real-time” bill adjustment when actual weather 

during the winter months of November to April differs from the average weather used to 

calculate rates; and 2) a revenue per customer decoupling component that benefits both 

customers and the Company by adjusting revenues on an annual basis to reflect any difference 

between the Company’s authorized (non-gas) revenues and its actual (non-gas) revenues, 

thereby ensuring that the Company recovers only its Commission-authorized revenue - no 

more, no less. 

The EEP also facilitates a partnership between Southwest Gas and its customers by 

aligning their interests with respect to lowering monthly utility bills. However, the EEP also 

offers multiple benefits beyond aligning utility and customer interests - some of which are 

inherent to full revenue decoupling, and others that were incorporated into the mechanism by 

the Settlement Parties. These benefits include: 

Id. 7 
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Benefits Inherent to Full Revenue Decoupling 

0 Mechanism with a ceiling and a floor - Company receives its Commission-authorized 
revenues and provides a refund to customers when it over-collects; 

0 Enhanced bill stability through less frequent rate cases; 

0 Enhanced revenue stability, resulting in improved financial health and lower long-term 
debt costs; 

0 Administratively and mechanically simple - reduces the frequency of rate cases and 
does not require lengthy and often contentious hearings to determine lost fixed costs 
associated with energy efficiency programs. 

Benefits lncomorated bv the Settlinq Parties 

0 Enhanced bill stability through “real-time” bill adjustments during extreme weather 
events through the EEP Weather Adjustment; 

0 Cap on amounts collected through the surcharge, with no limit on the amounts refunded 
to customers in the event of an over-collection; 

0 5 year stay-out provision which prevents the Company from bringing another rate case 
until at least April of 2016 as long as the EEP is in place; 

0 Annual earnings test that prevents the Company from collecting a surcharge if it will 
result in the Company over-earning; 

0 Accountability through quarterly and annual reporting requirements; 

0 Required customer outreach and education; 

0 A 25 basis point reduction in Return on Equity (ROE).* 

IV. 2014 EEP RESULTS 

As mentioned previously, the EEP mechanism has two components: 1) an annual 

component; and 2) a monthly weather component. 

Annual Component 

The annual component of the EEP adjusts rates on an annual basis such that the 

Company recovers only its authorized revenue per customer. If the Company over-collects in a 

There were 3 instances where utilities received 25 basis point ROE reductions in conjunction with the 
approval of a decoupling mechanism; however, Southwest Gas’ was the only case where the ROE 
reduction resulted from a settlement. See, A Decade of Decoupling for US Energy Utilities: Rate 
Designs, Impacts, and Observations, Pamela Morgan (revised February, 201 3), at pp. 14-1 5. 

-4- 



given year, customers receive a refund. Southwest Gas’ Arizona customers will experience this 

benefit - which is unique to full revenue decoupling - as a result of the EEP’s performance in 

2014. As indicated in the accompanying application, in the period from January 1,2014 through 

December 31, 2014, Southwest Gas collected more than its authorized revenues, resulting in 

accurals during 2014 of $11,999,805. These accruals combined with an EEP Balancing 

Account credit balance at December 31, 2013 results in the Company requesting to increase 

the existing credit rate of $(0.02626) to $(0.05058) per therm. 

The historical volumes used in the 2010 rate case occured during the downturn in the 

economy. It is reasonable to conclude that subsequent improvements in Arizona’s economy, 

such as a decrease in the unemployment rate from 10.5% to 6.2%’, has led to an increase in 

customer volumes when compared to 201 0, along with other factors. However, regardless of 

the variations in the average volumes per customer, the Company is only recovering the 

Commission authorized margin per customer as evidenced in the accurals during 2014 of 

approxiatmely $1 2 million. 

Monthlv Weather Adiustment 

The EEP’s monthly weather component provides immediate customer relief from high 

energy bills when weather is colder than normal and an additional layer of revenue stability, by 

adjusting customer bills during the winter months of November through April when weather 

conditions are either colder or warmer than normal.” The calendar year of 2014 was the 

warmest year ever recorded in Arizona. In past winter seasons, customer’s received credits on 

their bills when actual weather was colder than normal.” A review of customer bill impacts in 

Bureau of Labor Statistics, State and Area Employment Data for Arizona 
lo Pursuant to Sections 3.21 and 3.22 of the Settlement Agreement, the Company reports on the EEP’s 
weather component in quarterly reports to the Commission. 
” However, the most recent January-March has been the warmest weather on record which has resulted 
in upward adjustments to customer bills. 
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Arizona during 2014 illustrates the impact that the weather component had on bills duirng this 

period. 

As indicated in the graph attached as Appendix B, the warmer-than-normal weather 

throughout the year generally resulted in upward adjustments to the average residential 

customer’s bill. However, these weather adjusted bills were still less, in most months, than the 

predicted bill (the predicted, or authorized bill, represents the estimated bill for this time period 

that was set in the last general rate case). The weather component worked to avoid the “peaks 

and valleys” effect that abnormal weather typically has on customer bills, and instead stabilized 

bills with moderate adjustments. 

Cost of C a m  

Full revenue decoupling provides for greater revenue and cash flow stability for a 

utility. This enhances the utility’s credit quality by providing greater assurance for fixed cost 

recovery. In addition, the approval of a decoupling mechanism demonstrates constructive 

regulatory support, which is also a positive factor for a utility’s credit ratings. As a result, 

decoupling is viewed by rating agencies as credit positive and therefore assists a utility to 

obtain and maintain higher credit ratings, which benefits its customers through lower debt 

costs. 

Credit ratings play an important role in capital markets by providing an effective and 

objective tool for market participants to evaluate and assess credit risk. As a result, 

Southwest Gas’ credit ratings are a key factor in determining the required yield on the 

Company’s debt securities and bank facilities, and the amount and terms of available 

unsecured trade credit. Indeed, decoupled rates, in conjunction with: (1) improved operating 

results; and (2) an improved capital structure, have resulted in upgrades to Southwest Gas’ 

credit ratings. The table below displays the Company’s current unsecured credit ratings 

compared to the ratings at June 30, 2010 (the end of the test period in the 2010 general rate 
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case). 

Rating Agency Last Change Current June 30,2010 
S&P October 201 4 BBB+ BBB 
Moody's January 201 4 
Fitch May 201 3 

A3 
A 

Baa2 
BBB 

A utility's regulatory environment is another key factor in its credit ratings. In order to 

gauge the level of regulatory risk for a utility and assess regulatory jurisdictions on a relative 

basis, S&P evaluates the relative credit supportiveness of regulatory jurisdictions based on 

quantitative and qualitative ratemaking factors that focus on four main categories: (1) the 

stability of the basic regulatory paradigm employed in the jurisdiction; (2) tariff-setting 

procedures; (3) financial stability; and (4) the political independence of the regulator.'* S&P 

then classifies each jurisdiction into one of five categories: (1) Strong; (2) Strong/Adequate; 

(3) Adequate; (4) Adequateweak; and (5) Weak. In its January 2014 update of regulatory 

assessments, a copy of which is attached as Appendix C, S&P listed Arizona's regulatory 

jurisdiction as Strong/Adequate. 

Moody's, in a recent publication, a copy of which is attached as Appendix D, also 

cited the improved regulatory environment in Arizona, stating: 

We believe the long term credit support provided by the Arizona regulatory 
environment has improved significantly over the last 10 years and this has had 
a positive impact on the financial performance of its regulated ~ti1ities.l~ 

Enerqv Efficiency 

The revenue stability provided by the EEP has provided Southwest Gas with the liberty 

to embrace conservation and energy efficiency without unduly harming its ability to recover its 

cost of providing service. The most recent Energy Efficiency and Renewable Energy Resource 

Technology Portfolio Implementation Plan (EEIRET Plan) approved by the Commission 

'' Standard & Poor's RatingsDirect, Utility Regulatory Assessments For U.S. Investor-Owned Utilities, 

l 3  Moody's Investors Service, Sector Comment: Arizona's Constructive Regulatory Environment 

Supports the Credit Quality of Its Investor-Owned Utilities, February 23, 201 5, p.4. 

January 7,2014. 
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authorized an annual budget of $4.7 million,14 with an average cost to customers of 

approximately $0.25 per month. Southwest Gas has prudently managed the approved budget, 

and is aggressively promoting energy efficiency programs that are both cost-effective and 

responsive to market demands. As a result, in Year 2 of its EE/RET Plan,15 the Company 

expended approximately $4.66 million of its approved $4.7 million budget and achieved 

5,230,962 annual therm savings - helping save customers approximately $2,433,600. 

V. COMMUNICATION ENHANCEMENTS 

During this reporting period, the Company also made several enhancements to its 

communication efforts to ensure greater customer communication and transparency with 

respect to the EEP. Some of these items include the following: 

0 The EEP Annual Adjustment and the EEP Weather Adjustment were added as 

line items on customer bills. Previously these adjustments were embedded in 

the usage charge. 

The Company also updated the back of the bill to provide additional information 

on the EEP Annual and EEP Weather Adjustments. 

0 The Company updated its tariff sheets to clarify its use of the linear regression 

analysis, metered use cap, and zero use floor as secondary mechanics or 

checks in calculating the EEP Weather Adjustment. The tariff now provides 

greater detail on the mechanics of how the EEP is calculated. 

0 The Company also updated its website to include additional information on the 

EEP, including a description of decoupling, details on the EEP Weather 

Adjustment, information on heating degree days, and a frequently asked 

In Decision Nos. 73231 and 73229, the Commission approved an annual DSM budget of $4.7 million 
for Plan Year 1 with projected annual program savings of 1.4 million therms. The $4.7 million budget was 
continued for Plan Year 2. 
l5 The Year 2 Plan was effective June 1,2013 through May 31,2014. 

14 
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questions section. This information compliments the updated Tariff sheets and 

walks customers through an example of how to calculate their bill each month. 

0 The Company also included a video to give customers a better understanding on 

the components of their natural gas bill. 

Southwest Gas is committed to continuing to review its communication efforts and 

making any necessary adjustments to ensure all customers have access to the information they 

need to understand the EEP and the benefits it provides to customers and the Company. 

VI. ADDITIONAL INFORMATION REQUIRED BY THE SETTLEMENT AGREEMENT 

Section 3.23 of the Settlement Agreement requires Southwest Gas to address various 

factors related to the EEP’s revenue decoupling component in its annual report. The remaining 

items are addressed below. l6 

Customer Complaints Resultinn From or Associated With Decoupling 

In November 201 4, Southwest Gas began itemizing the annual decoupling component 

and weather adjustment component on customer bills. Beginning in mid-December, Southwest 

Gas began seeing an uptick in customer calls on the weather adjustment component. For the 

year, the Company received 18 billing-related complaints on the weather adjustment, where its 

customer service representatives explained, among other things, how the monthly weather 

component of the EEP affects customer bills. As previously reported to the Commission in 

Docket No. G-01551A-13-0327, Southwest Gas has an escalation queue for customers who 

wish to understand the details of the decoupling calculations. The Company considered each 

one of these complaints to be a very high priority, and when further explanation was necessary, 

the Company utilized its defined escalation process, whereby a senior member of its Rates and 

Regulatory Analysis Department contacted the customer personally to ensure their concerns 

l6 The Company discusses other items listed in Section 3.23 of the Settlement Agreement, such as the 
removal of disincentives to energy efficiency and compliance with the EE Rules, in Section IV of this 
Report. 
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were fully addressed. In that same time frame, Southwest Gas did not receive any complaints 

regarding the annual decoupling component of the EEP. 

UsagelUsane Per Customer Differences Between New and Existing Customers 

The information attached as Appendix E displays the usage per customer (UPC) for 

residential customers initiating service during 2012 and 201 3 (the most recent years for which a 

full twelve-months of data is available), and those initiating service between 2001 -201 0; 1991 - 

2000; 1981-1 990; 1971-1 980; and prior to 1971. Appendix E also includes a comparison of the 

recorded and weather-adjusted monthly UPC for customers initiating service in 201 2 and 201 3, 

and those initiating service prior to 2012. This data indicates that, in general, new customer 

UPC is less than it has been historically. 

Overall Customer Usaqe, UPC, and Customer Growth Der Class on a Pre- and 
Post-Decoudincr Basis 

Southwest Gas analyzed the changes in recorded number of customers and recorded 

volumes on a pre- and post-decoupling basis for those rate schedules included in the EEP. The 

two time periods analyzed were 2009-201 1 for pre-decoupling and 2012-201 4 for post- 

decoupling. The total recorded average changes in overall customer usage, customer volume 

and UPC are summarized in the table below. 

Residential Non-Residential 

Volume 
Pre-Decoupling 282,066,888 184,152,790 
Post-Decoupling 274,868,901 180,872,593 
Change (7,197,986) (3,280,197) 

Customers 

I I Pre-Decoupling 1 945,342 I 39,844 I 
Post-Decoupling 974,870 39,450 

Change 29,528 (394) 
UPC 

~ ~~~ 

Pre-Decoupling 298.4 4,621.9 
Post-Decoupling 282.0 4,584.9 
Change (1 6.4) (37.0) 
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In addition, actual and weather normalized UPC for Southwest Gas’ single-family 

residential customers for the twelve-year period from 2002 through 2014 is attached as 

Appendix F. This data shows a trend of increasing weather normalized UPC over the period 

for residential customers, the Company’s largest customer class. 

Customer Minration 

No Southwest Gas customers have migrated (Le. elected to move) from a decoupled 

rate schedule to a non-decoupled schedule. The Company’s non-decoupled rate schedules, 

with only one exception (Schedule No. G-25 - Transportation Eligible), either require the 

customer to install and operate a specific natural gas appliance, or are closed to service to new 

customers. Southwest Gas is not aware of any customers that converted to non-gas energy 

service. 

Support for New Customer Growth lncludinn the Encouranement of New and 
Economic Uses of Natural Gas 

Southwest Gas continues to support new economic uses of natural gas and 

opportunities for new customer growth. For example, the Company continues to evaluate 

proposals for multi-family residential DSM programs, as it believes greater utilization of natural 

gas in the multi-family market will result in greater overall energy efficiency for all Arizona 

customers. The Company has also been aggressively promoting the use of liquefied natural 

gas (LNG) and compressed natural gas (CNG) as a cleaner burning, domestically abundant and 

less expensive alternative transportation fuel for use by private individuals, commercial light 

duty fleets, heavy duty fleets, transit bus fleets, school bus fleets and refuse truck fleets. 

In 201 4, Southwest Gas executed three additional incremental facilities agreements 

(IFA) with Questar Fueling, EVO CNG and Republic Services to serve three separate 

compressed natural gas (CNG) fueling stations in Phoenix and Tolleson. Questar Fueling and 

EVO CNG have built public fueling CNG stations to serve the long-haul and regional distribution 

fleets of Swift Transportation, Frito-Lay and Knight Transportation, among others. Republic 
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Services built a private station to serve their 70 refuse truck fleet located in South Phoenix. 

Questar Fueling and EVO CNG accept all major credit cards for payment to serve the general 

public. In addition to these successful efforts, Southwest Gas continues to pursue additional 

opportunities to accelerate the use of natural gas as a cleaner burning, domestically abundant 

and less expensive alternative transportation fuel. 

VII. CONCLUSION 

In its analysis of the Company’s 2013 EEP Annual Report, the Commission concluded, 

“the revenue decoupling mechanism has accomplished its objectives, including both enhanced 

revenue stability for the Company and bill stabilization for consumers, as well as removal of 

disincentives to energy effi~iency”’~, and the Commission unanimously approved the 

Company’s 201 4 application. Nothing during this reporting period should cause the 

Commission to reach a different conclusion. 

As demonstrated by the information contained in this Report, customers continue to 

benefit from the Commission’s decision to implement the EEP and full revenue decoupling is 

functioning as the Commission and the Settlement Parties intended. Customers continue to 

benefit from enhanced bill stability by reducing the frequency of rate cases, by adjusting 

customer bills to remove the vagaries of abnormal weather, and by preventing Southwest Gas 

from increasing profits through increased sales. 

The Company therefore respectfully submits that the EEP remains in the public interest, 

and no good cause exists to suspend, terminate or modify the mechanism and the EEP should 

be continued in its current form. 

Decision No. 74862 at pp. 7-9. 17 
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Utility Regulatory Assessments For U.S. 
Investor-Owned Utilities 
In Standard & Poor's Ratings Services' commentary "Assessing U.S. Investor-Owned Utility Regulatory Environments," 
published on Jan. 7, 2014, on RatingsDirect, we discussed our views on what constitutes a credit-supportive regulatory 
climate in the U.S. 

We use those factors to create assessments of the regulatory environments in jurisdictions that regulate the electric, 
gas, and water utilities that we rate. We base the assessments on quantitative and qualitative factors, focusing on four 
main categories: the stability of the basic regulatory paradigm employed in the jurisdiction, tariff-setting procedures, 
financial stability, and the political independence of the regulator. 

The following table, which lists the jurisdictions in rank order, and map show our updated assessments of regulatory 
jurisdictions. Since the scale is now global and the categories are different, comparisons to the previous assessments 
are not valid. 
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US Regulated Electric and Cas Utilities 

Arizona ’s Co ns t r u c t  ive Reg u la t o ry 
Environment Supports the Credit 
Quality of Its Investor-Owned 
R eg u 1 a t  e d U t i 1 i t i e s 
The Arizona Corporation Commission (ACC) has made significant progress in improving 
its credit supportive framework for the state’s investor-owned regulated utilities. Actions 
taken by the ACC have included: 1) shortening the time taken to  finalize rate case orders; 
2) providing a strong suite of rate recovery mechanisms; and 3) tackling the difficult cost- 
shift issue associated with distributed generation. These actions are credit positive for the 
investor-owned regulated utilities: 

>> Arizona Public Service Company (APS: A3 positive), the principal operating subsidiary of 
Pinnacle West Capital Corporation (PNW: Baal positive); 

>) Tucson Electric Power Corporation (TEP: Baal positive), UNS Electric, lnc. (UNSE: Baal 
positive) and UNS Gas, Inc. (UNSC: Baal positive), the operating subsidiaries of UNS 
Energy Corporation (UNS: Baa2 positive); 

Southwest Gas Corporation (A3 stable), the largest local natural gas distribution 
company in Arizona. 

>> 

Shorter Time Taken to  Finalize Rate Case Orders Reduces Regulatory 

The ACC has reduced the time taken t o  finalize general rate cases, a credit positive because 
it reduces regulatory lag and improves the timely recovery of the utilities’ investments and 
maintains financial strength. Historically, Arizona’s regulated utilities experienced significant 
regulatory lag with respect t o  earning allowed returns on investments and recovery of 
prudently incurred costs. Lengthy regulatory decisions around litigated rate cases were once 
considered normal in Arizona. Since rate cases utilize historical test periods, new rates were 
determined on a rate base that was sometimes more than two years old. However, in recent 
years general rate cases have been finalized in considerable less than time than in years 
past. Since 2011, five general rate cases filed by the state’s five regulated investor-owned 
utilities have been finalized by the ACC in average time of about 12 months (Exhibit 1). This 
is significantly less time than the average 18 months needed t o  issue final orders on the 
previous eight general rate cases completed from 2005 - 2010. Based on the length of recent 
rate cases, we believe the ACC is more committed t o  finalizing cases in about a year or less, 
which is more consistent with the average of utility regulatory commissions across the US. 

Lag 
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Exhibit 1 
Recent Rate Cases are Finalized in Significant Less Time 

0 2 4 6 8 10 12 14 16 18 20 
#of Months 

Source: SNL Financial 

Settlements Have Sped Up the Process 
This improvement has mainly reflected the fact that the majority of rate case orders since 2010 have been the result of settlements. O f  
the five rate case orders completed over the last five years, four of them were finalized through settlements (Exhibit 2). This is a striking 
difference compared t o  the eight rate cases completed during 2005 - 2010, which included six fully litigated cases (Exhibit 3). Rate 
case settlements are another indication of a constructive regulatory environment. We believe settlements reflect open and productive 
dialogue between regulators, intervenors, management teams and other interested parties, which is a sign of a constructive regulatory 
framework spurred on by the regulatory commission. 

Exhibit 2 
Rate Cases Completed During 2011 - Presen t 

Company Case ID LDC Date Filed Final Order Decision Type ROE % Ratio % Year End (months) 

Arizona Public Service Co. D-E-01345A-11-0224 Electric 6/1/2011 5/15/2012 Settled 10.00 53.94 12/2010 11 
Southwest Gas Corp. D-C-01551A-10-0458 LDC 11/12/2010 12/13/2011 Settled 9.50 52.30 06/2010 13 
Tucson Electric Power Co. D-E-01933A-12-0291 Electric 7/2/2012 6/11/2013 Settled 10.00 43.50 12/2011 11 
UNS Electric Inc. D-E-04204A-12-0504 Electric 12/31/2012 12/17/2013 Settled 9.50 52.60 06/2012 11 
UNS Cas Inc. D-C-04204A-11-0158 LDC 4/8/2011 4/24/2012 Fully Litigated 9.75 50.82 12/2010 12 

Electric / Date of Equity Test Lag 

Source: SNL Financial 
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Exhibit 3 
Rate Cases Completed During 2005 - 2010 

~~ ~~ ~~ ~~~~ 

Da te  of ~ Equity Test Lag 
Corn pany Case ID Electric I LDC Date Filed Final Order Decision Type ROE % Ratio % Year End (months) 
Arizona Public Service D-E-01345A-08-0172 Electric 3/24/2008 12/16/2009 Settled 11.00 53.79 12/2007 21 
co . 
Arizona Public Service D-E-01345A-05-0816 Electric 11/4/2005 6/28/2007 Fully Litigated 10.75 54.50 09/2005 20 
co. 
Southwest Cas Corp. D-C-01551A-07-0504 LDC 8/31/2007 12/24/2008 Fully Litigated 10.00 43.44 04/2007 16 
Tucson Electric Power D-E-01933A-07-0402 Electric 7/2/2007 12/1/2008 Settled 10.25 42.50 12/2006 17 
co. 
UNS Electric Inc. D-E-04204A-09-0206 Electric 4/30/2009 9/30/2010 Fully Litigated 9.75 45.76 1212008 17 
UNS Electric Inc. D-E-04204A-06-0783 Electric 12/14/2006 5/27/2008 Fully Litigated 10.00 48.85 06/2006 17 
UNS Cas Inc. D-C-04204A-08-0571 LDC 11/7/2008 4/1/2010 Fully Litigated 9.50 49.90 06/2008 17 
UNS Cas Inc. D-C-04204A-06-0463 LDC 7/13/2006 11/27/2007 Fullv Litigated 10.00 50.00 1212005 16 

Source: SNL Financial 

Cost Recovery Mechanisms Further Enhance Credit Quality 
The ACC has granted Arizona utilities multiple cost recovery mechanisms t o  improve the collection of its rate base revenue. APS, 
TLP, UNSL and UNSC are allowed t o  implement partial decoupling through a Lost Fixed Cost Recovery (LFCR) rate mechanism t o  
recover lost revenues from energy efficiency and distributed renewable energy. The LFCR mechanism essentially recovers revenues 
associated with fixed costs related t o  distribution but not generation. On the other hand, Southwest Gas was awarded a full decoupling 
mechanism that caps recovery surcharges at 5% of annual revenues. We view decoupling mechanisms as credit supportive since they 
can reduce the uncertainty and volatility in cash flow. While the LFCR is credit positive, i ts  impact is limited t o  recovery of lost revenues 
that result from energy efficiency investments as compared t o  full decoupling which provides for the recovery of weather-related losses 
as well. 

All of the utilities are able t o  recover fuel and purchased power costs through a power supply adjuster offered t o  APS or a purchased 
power and fuel adjustment clause utilized by TLP and UNSE. These mechanisms incorporate forward and true-up components and 
are intended t o  allow the utilities t o  recover fuel, purchased power and gas costs in a timely manner. Arizona's LDCs are allowed a 
Purchased Cas Adjustor (PCA) mechanism t o  recover actual commodity costs, including transportation costs. 

APS, TEP and UNSE are allowed t o  include a surcharge to  recover their renewable investments and above-market cost of power 
purchase agreements through the Renewable Energy Standard and Tariff. In addition, the electric utilities are authorized t o  apply a 
surcharge t o  recover their investments in Demand Side Management t o  meet efficiency standards. APS and UNSE are also allowed 
t o  adjust rates for FERC-approved transmission investments through a transmission cost adjustor mechanism. APS and TLP can 
implement surcharges t o  recover government-mandated environmental expenditures. We view the variety of rate riders and trackers 
offered by the ACC as reducing the utilities' recovery lag. 

Implementation of Initial Rooftop Solar Surcharge is the First Step in Addressing Cost-Shift Concern 
The ACC's policy on net metering is an initial step in addressing the cost shift concern and is credit positive for the Arizona utilities. 
On  November 14, 2013, the ACC voted (3-2) t o  impose a charge of 70 cents per kilowatt system per month on future APS residential 
rooftop solar customers that filed applications t o  install panels after December 31, 2013. We estimate the newly imposed fee 
would equate t o  about $4.90 per month on the typical 7-kilowatt system that homeowners in Arizona install. The ACC decided t o  
grandfather in existing APS rooftop solar customers at the time, who consequently will not face the new fee for 20 years. Although the 
approved amount was materially lower than APS' request, the ruling supports our view that regulators will be proactive in monitoring 
the cost-shift issue with regard t o  distributed generation. 

For now, the surcharge has no material financial impact on APS because the fixed charge imposed on future rooftop solar customers 
does not increase the utilities' revenues, but instead modestly reduces the impact of the revenue cost-shift on non-solar customers. 
We expect the ACC will continue its discussions this year regarding the rate design process t o  account for the continued growth in 
distributed generation. 

~ ~ ~~~~~ 
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Utilities’ Financial Performance has Strengthened Along With a More Constructive Regulatory 
Framework 
We believe the long term credit support provided by the Arizona regulatory environment has improved significantly over the last 10 
years and this has had a positive impact on the financial performance of its regulated utilities. Exhibit 4 shows the steady improvement 
in the ratio of cash flow pre-working capital (CFO pre-W/C) to debt for all five investor-owned regulated utilities in the state. We note 
that the utilities’ performances have benefitted from tax incentives related to accelerated bonus depreciation, accounting for about 
200 basis points of the improvement, on average. However, we believe a significant driver of the utilities’ overall improvement in CFO 
pre-W/C to debt to be a more constructive regulatory environment with a reduced regulatory lag. 

Exhibit 4 
CFO pre-W/C to Debt has Steadily Improved 

-Arizona Publk Servke Company -Southwest Gar Caporation -TMm Electric Power Ccmpany -UNS Electric, 1%. -UNS Cas, Inc. 
4096 
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Source: Moody’s Investors S m k e  

The ACC Remains an Elected Commission 
The existence of an elected commission had historically added to the regulatoiy volatility experienced within Arizona. While the ACC 
has proved to be more constructive in recent years, this could change with the popular vote of newly elected officials. However, the 
importance of utilities to state and local governments is not lost on elected officials, and utilities maintain very effective constituency 
outreach programs. We think political risks are also manageable, in part, because elected officials are increasingly viewing their local 
utilities as a reliable source of investment into the local infrastructure as well as employment growth in the local economy. 
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EXHIBIT 2 



SOUTHWEST GAS CORPORATION 
ARIZONA JURISDICTION 

CALCULATION OF ENERGY EFFICIENCY ENABLING PROVISION (EEP) RATE ADJUSTMENT 

Line 
No. - 

1 

2 
3 
4 
5 
6 
7 
8 
9 
10 
11 

12 

Line 
Amount - Description Volumes No. 

(a) (b) (c) 

EEP Balancing Account 
Balance at December 31,2014 $(22,121,710) 1 

Applicable Therms [ I ]  
G-5 Residential 
G-6 Multi-Family Residential 
G- I  0 Low-Income Residential 
G- I  1 Multi-Family Low-Income Residential 
G-25(S) Small General Service 
G-25( M) Medium General Service 
G-25(L1) Large-I General Service 
G-25(L2) Large-2 General Service 
All GTS Billed Volume 

Total Therms 

236,053,407 
5,434,832 
9,668,518 

631,967 
3,831,887 

40,536,018 
100,732,224 
32,638,347 

7,867,379 
437,394,579 

2 
3 
4 
5 
6 
7 
8 
9 
10 
11 

EEP Rate Adjustment Per Therm $ (0.05058) , 12 

[I] Sales for the 12 months ended March 2015 



EXHIBIT 3 



Line 
No. - 

SOUTHWEST GAS CORPORATION 
ARIZONA 

EARNINGS TEST CALCULATION 
TWELVE MONTHS ENDED DECEMBER 31,2014 

Line 
No. - Description Reference Amount 

(a) (b) ( 4  

Fair Value Rate Base Decision No. 72723 $ 1,452,933,391 1 

Fair Value Rate of Return Decision No. 72723 6.92% 2 

Operating Income Required Ln 1 * Ln 2 $ 100,542,991 3 

Net Operating Income Available Company Records 92,733,030 4 

Earnings Deficit/(Excess) Ln 3 - L n  4 $ 7,809,961 5 

Gross Revenue Conversion Factor Decision No. 72723 1.6579 6 

Revenue Deficit/( Excess) Ln 5 * Ln 6 $ 12,948,134 7 
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